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FIXED  AND  REDEEMABLE 

CURRENCY. 


Reprinted  from  the  Banker  s Magazme,  October,  i8gj. 


The  discussion  of  the  currency  question  which  is  now  taking 
place  cannot  be  brought  to  a satisfactory  conclusion  without  first 
arriving  at  an  agreement  as  to  fundamental  principles,  and  the 
following  pages  are  written  with  a desire  to  further  such  an  agree- 
ment and  to  help  in  reaching  a point  where  concerted  action  is 
possible.  Principles  must  be  established  and  recognized  before  any 
practical  steps  can  be  taken. 

There  are  two  materials  used  as  currency,  metal  and  paper. 
Metal  currency  may  be  called  fixed,  because  when  the  precious 
metals  are  minted  into  coins,  they  become  practically  fixed  and 
permanent  in  shape  and  value.  They  do  not  rust,  they  do  not 
lose  their  value  in  fire  and  the  process  of  abrasion  is  so  slow 
that  it  proves  their  fixed  and  permanent  character.  Paper  cur- 
rency from  its  nature  must  be  redeemable,  for  fire  consumes  it, 
water  dissolves  it,  attrition  destroys  it  and  age  fades  it.  Being 
of  a perishable  character  and  cheap  material,  its  value  must  be  in 
that  by  which  it  is  to  be  redeemed. 

The  further  distinction  between  fixed  and  redeemable  currency 
should  here  be  marked,  that  fixed  currency  represents  the  creditor 
class  and  redeemable  the  debtor.  Gold  and  silver  are  brought  by 
their  owners  to  the  mint  to  be  coined  and  they  are  coined  un- 
der free  coinage  “for  his  benefit”  who  brings  the  bullion.  On 
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receipt  of  the  coin  from  the  mint  the  owners  are  in  the  position 
of  ci  editors  of  the  community  and  only  pay  out  the  coin  for 
services  rendered  to  them.  Every  subsequent  owner  of  fixed  cur- 
rency occupies  the  same  position.  But  redeemable  currency  is 
only  and  always  issued  to  the  debtor  class.  It  represents  bor- 
rovvec  money,  or  a temporary  loan  to  assist  the  borrower.  Thus, 
fixed  and  redeemable  currency  represent  two  opposite  classes, 
creditors  and  debtors,  lenders  and  borrowers,  the  rich  and  the 
poor,  those  who  have  amassed  capital  and  those  who  are  strug- 
gling to  obtain  it.  Fixed  currency  therefore  belongs  to  and  is 
owned  by  the  creditor  class,  and  when  they  wish  they  can  de- 
mand it.  This  power  to  draw  their  money  at  will  places  the 
debtor  class  at  the  mercy  of  their  creditors,  unless  provision  is 
made  to  protect  the  weaker  party  by  providing  for  issues  of  re- 
deem ible  currency  to  the  debtor  class  in  case  of  need. 

Cui  rency  is  therefore  naturally  and  truly  divided  into  two 

classe  s,  fixed  and  redeemable. 

Fixed  currency  is  exchangeable  but  not  redeemable,  except  that 
exchange  may  be  taken  as  a form  of  redemption.  It  is  exchange- 
able because  it  has  intrinsic  value  and  every  act  of  exchange  is 
a re  lewed  confirmation  of  its  value.  There  can  be  but  one 

meas  ire  of  value  and  the  metal  least  liable  to  fluctuate  is  the 
best  'or  that  use.  The  metal  has  cost  a certain  amount  of  labor 
to  mine  and  mint,  which  amount  is  the  measure  of  its  value. 

Th;  precious  metals  when  coined  have  three  characteristics. 
They  are  currency,  capital  and  commodity;  currency,  because  they 
are  accepted  in  exchanges  at  a certain  value  stamped  upon  them; 
capital,  because  they  are  the  produce  of  industry  which  may  be 
used  in  facilitating  production,  and  a commodity,  because  they 
have  what  is  called  intrinsic  value.  All  these  three  qualities  are 
present  in  fixed  currency  at  all  times,  but  when  effecting  exchanges, 
it  is  capital  and  commodity  used  as  currency ; when  held  as 
reser 'e,  it  is  a currency  and  a commodity  used  as  capital;  when 
want  id  for  neither  purpose,  it  is  a currency  and  capital  which  can 
only  be  used  as  a commodity.  The  laws  of  trade,  which  are 
supeiior  to  and  cannot  be  controlled  by  the  laws  of  either  States 
or  Jiations,  determine  how  much  fixed  currency  is  needed  for 
effeci  ing  exchanges,  how  much  as  capital,  and  what  amount  is 
only  a commodity.  The  law  of  parsimony  fixes  the  first  two 
amor  nts  at  the  smallest  which  will  perform  the  required  services,  and 
the  last  at  the  largest  amount  which  can  be  spared,  because  it  is 
idle  capital.  As  business  is  the  mind  and  muscle  of  man 

engaged  in  productive  labor,  the  endeavor  is  to  keep  labor  and 
the  lesults  of  labor  in  active  operation.  Idle  capital  is  therefore 
as  abhorrent  to  a business  man  as  a vacuum  has  been  said  to  be 
to  nature.  If  idle  capital  in  the  shape  of  fixed  currency  cannot 
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be  employed  at  home,  it  is  sure  to  be  exported  for  the  payment 
of  foreign  debts,  or  for  investment  in  home  or  foreign  securities. 
The  coins  held  by  individuals  and  banks  are  merely  a convenience 
in  effecting  exchanges  and  paying  debts,  domestic  and  foreign. 
No  one  wants  more  coins  than  are  sufficient  for  these  purposes.  If 
one  has  more,  he  immediately  seeks  methods  of  exchanging  them 
for  some  form  of  productive  capital. 

As  the  amount  of  fixed  currency  in  a country  is  therefore  regu- 
lated by  certain  immutable  laws,  any  variation  in  either  the 
direction  of  enforced  scarcity  or  redundance,  is  sure  to  produce 
the  bad  results  which  invariably  follow  the  infraction  of  natural 
laws.  If  the  coin  is  debased,  it  will  drive  out  of  the  country 
the  coin  which  has  greater  value  but  is  stamped  as  of  equal 
value  with  it.  If  a larger  amount  is  coined  than  is  required,  the 
surplus  will  surely  flow  abroad. 

The  needs  of  one  country  vary  from  those  of  another.  Great 
extent  of  territory,  distance  of  financial  centers  from  each 
other,  wealth  of  inhabitants  per  capita,  activity  of  business  opera- 
tions, nature  of  business  done  and  other  considerations,  all  go  to 
determine  the  amount  of  fixed  currency  needed  by  a country. 
While  good  estimates  may  be  made  as  to  the  amount  required, 
only  the  needs  of  the  people  as  developed  and  ascertained  by 
actual  business,  can  fix  the  limit  ; the  method  is  practical,  not 
theoretical.  If  there  is  too  little  currency,  the  country  will  call 
loudly  for  more.  If  there  is  too  much,  it  will  ship  the  surplus 
abroad. 

Fixed  currency  has  the  great  adv^antage  over  every  other  form, 
in  that  there  is  no  question  as  to  its  “ soundness.”  It  is  tan- 
gible, and  makes  no  appeal  to  the  confidence  of  the  user.  An 
illiterate  man  or  a savage  knows  that  it  is  good  when  he  sees  it. 

Paper  currency,  on  the  contrary,  rests  entirely  on  the  confidence 
of  the  community.  It  is  a currency,  because  it  is  accepted  at  the 
value  printed  upon  it,  and  it  represents  capital  and  commodities. 
It  differs  from  metal  currency  in  that  it  is  representative  and 
redeemable.  Being  representative,  it  is  a convenient  and  cheap 
substitute  for  metal,  being  redeemable,  it  need  never  be  idle. 
When  it  has  performed  its  service  and  has  no  more  work  to  do, 
it  can  be  redeemed  and  cancelled.  It  is  a promise  to  pay,  and 
making  no  pretense  to  intrinsic  value,  its  whole  value  lies  in  the 
credit  of  the  issuer  and  in  the  value-  of  the  property  pledged  to 
secure  its  payment.  But  being  so  economical,  serviceable,  porta- 
ble and  convenient,  all  civilized  communities  find  its  use  in  some 
form  a commercial  necessity. 

Paper  may  be  issued  on  the  deposit  of  an  equal  amount  of 
coin,  in  which  case  its  only,  but  very  great  advantage  is  in  its 
portability.  Paper  of  this  kind  is  in  all  points  similar  to  metal 
currency,  and  is  governed  by  its  laws. 
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“Paper  currency  may  be  issued  against  pledge  of  Government 
bond; , as  our  present  National  bank  currency  is,  in  which  case  it 
releases  the  capital  invested  in  such  bonds  before  the  date  of 

their  maturity.  As  this  operation  gives  a small  profit  to  the 

bank: , they  become  purchasers  of  these  bonds  and  sustain  their 
price  in  times  of  commercial  depression  or  in  a time  of  war.  The 
Nati(  nal  banking  currency  therefore  simply  anticipates  the  pay- 
ment of  the  bonds  issued  by  the  Government.  When  the  bonds 
matu-e  and  are  paid,  then  gold  will  take  the  place  of  the  National  i 

bank  notes,  and  the  volume  of  the  currency  will,  to  that  extent, 

only  change  its  form  and  not  necessarily  be  diminished  in 
amoi  nt  by  the  disappearance  of  the  bank  notes.  The  payment 
of  the  bonds  by  the  Government  in  gold  at  their  maturity,  would 
ordirarily  be  a stimulus  to  business,  but  having  discounted  the 
bond;,  we  have  eaten  our  cake  and  manifestly  we  cannot  have  it 
at  tl  e same  time. 

The  National  currency  is  therefore  a benefit  lo  the  Government 
in  p oviding  a purchaser  for  its  bonds,  a benefit  to  the  banks  in 
giving  them  a profit  on  the  circulation,  and  a benefit  to  the 
coun  ;ry  in  discounting  the  payment  of  the  bonds.  There  is  no 
nece;sity  to  provide  a substitute  for  National  banking  currency,  as 
we  ( ften  hear  urged.  The  Government  provides  the  substitute  in  -i 

the  gold  with  which  it  will  pay  the  bonds.  The  money  will  go 
into  the  hands  of  the  United  States  Treasurer  to  redeem  the 
National  banking  currency,  any  surplus  will  go  to  the  banks,  the 
profi  on  currency  will  cease  with  the  stoppage  of  interest  on  the 
bonds,  and  the  bond-currency  transaction  will  be  closed.  It  will 
have  served  an  excellent  purpose  and  have  been  a great  benefit 
to  a 1 parties  concerned. 

It  is  evident  that  such  a currency  transaction  as  this,  is  a 
special  one  and  cannot  be  repeated  until  the  Government  shall 
again  need  the  aid  of  the  banks  in  floating  its  bonds,  which  event 
we  may  hope  will  never  recur. 

G(  vernment  or  “fiat’'  notes  are  a form  of  fixed  currency  and  as 
such  should  be  instantly  convertible  into  coin.  If  they  are  not, 
the  neasure  of  value  becomes  a fluctuating  one,  which  is  incon- 
siste  It  with  commercial  integrity.  “ Divers  weights  are  an  abomi- 
natic  n unto  the  Lord.”  The  Government  can  legally  issue  its  fixed 
currency,  but  it  is  morally  bound  to  keep  it  at  par  with  coin,  and 
its  f inction  is  rather  to  regulate  the  currency  than  to  issue  it  for  a 
profi:.  The  proposition  that  the  Government  shall  issue  all  the  cur- 
renc  ^ is  one  that  cannot  be  entertained  or  disc  ussed.  The  debate 
on  1 his  subject  was  closed  a hundred  years  ago  and  since  then  all 
have  been  ready  for  “the  question.”  It  must  be  simply  voted 
dow  1.  The  minority  in  favor  of  a “ fiat  ” currency  is  too  small 
to  r lake  it  a live  issue. 
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From  the  foregoing  it  appears  that  paper  currency  issued  against 
deposit  of  precious  metals  or  Government  bonds,  and  Government 
•fiat”  notes,  are  only  other  forms  of  fixed  currency.  The  paper 
represents  either  a dollar  of  coin  or  the  promise  of  the  Govern- 
ment to  pay  a dollar  at  some  future  time. 

We  have,  therefore,  thus  far  been  considering  fixed  currency 
only,  in  the  form  of  metal  coins,  paper  issued  against  metal,  and 
paper  issued  against  the  Government  promise  to  pay  coin.  If, 
however,  paper  can  be  issued  with  advantage  against  pledge  of 
coin  or  Government  bonds  for  its  redemption,  why  cannot  it  be 


issued  against  other  commodities  and  securities  which  have  a rec- 
ognized value  and  which  in  ordinary  process  of  business  will  find 
a market,  be  exchanged  for  money  and  thus  provdde  the  cash 
with  which  to  redeem  the  paper  money  which  has  been  issued 
against  the  commodities  and  securities  ? Is  silver  or  gold  any 
safer  as  a security  for  currency  than  other  products  of  the  mine  ; 
copper,  iron,  lead,  petroleum  and  coal,  or  than  agricultural  products , 
wheat,  corn  and  cotton,  or  than  manufactured  goods ; flour,  pro- 
visions^ and  cotton  goods,  or  than  the  stocks  and  bonds  of 
municipalities  and  corporations  whose  credit  is  unquestioned,  or 
than  the  bills  receivable  of  business  firms  and  corporations  which 
represent  and  are  based  upon  all  these  commodities  and  securities  ' 
It  is  evident  that  if  the  Government  experienced  an  important 


benefit  from  the  monopoly  of  the  banking  currency  of  the  country, 
then  these  other  varied  interests  represented  by  the  products  of 
labor,  would  receive  a corresponding  benefit  if  they  could  by  any 
means  be  used  as  the  basis  for  the  issue  of  currency.  • 

But  when  the  issue  of  paper  currency  against  the  pledge  of 
other  forms  of  property  than  the  precious  metals  or  Government 
securities  is  proposed,  immediately  many  considerations  arise  which 
did  not  before  require  attention. 

The  chief  consideration,  which  lies  at  the  foundation  of  the 
reluctance  of  the  public  to  commit  itself  to  any  particular  currency 
measure,  is  that  the  country  demands  that  its  currency  shall  be 
safe  and  worthy  of  confidence  not  only  at  home  but  throughout 
the  world.  Public  opinion  will  not  tolerate  any  doubt  on  this 
subject  and  it  is  unwilling  to  take  any  chances  in  connection  with 
it.  Any  scheme  which  is  proposed  must  therefore  be  able  to  stand 
all  the  tests  which  ingenuity  and  experience  can  bring  to  bear 


against  it. 

The  function  of  a redeemable  paper  currency  is  to  effect  ex- 
changes and  not  to  supply  a medium  of  intrinsic  value.  Such  a 
system  is  only  a machine  for  effecting  exchanges.  It  must  first 
be  safe,  or  it  will  be  useless.  The  idea  of  safety  is  fundamental, 
but  we  must  first  say  a word  regarding  its  nature  and  functions. 

If  a redeemable  paper  currency  is  used  to  effect  exchanges  then 
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it  si  ould  be  based  on  the  commodities  which  are  to  be  exchanged, 
and  the  closer  it  can  be  brought  under  the  control  of  the  banks 
through  whom  the  exchanges  are  effected,  and  the  nearer  it  can 
be  nade  to  conform  to  the  wants  of  business  men  who  effect  the 
exch  inges,  the  more  serviceable  and  efficient  does  the  machine 
beco  ne.  Exchangeability  or  convertibility,  then,  should  be  the 
test  of  property  to  be  used  as  a basis  for  a redeemable  circula- 
tion. As  the  notes  are  demand  obligations,  quick  convertibility  is 
an  aDsolute  requirement  in  all  collaterals  pledged  for  an  issue  of 
bank  notes.  This  rule  would  exclude  real  estate  and  all  other  slow 
asset , which  are  sufficiently  provided  for  by  the  money  of  savings 
bank  5 and  trust  estates. 

If  a redeemable  currency  would  be  beneficial  to  the  business  of 
the  t ountry  and  to  the  debtor  class,  and  if  it  may  properly  be 
basec  upon  bankable  assets,  the  remaining  requirements  are  that 
any  icheme  for  its  issue  shall  be  beyond  contingency  safe,  and 
that  the  currency  shall  be  maintained  over  the  whole  country 
at  pur. 

Thise  tw^o  points  would  be  secured  by  adopting  as  a model  the 
main  features  of  the  certificates  issued  by  the  New  York  Clearing 
House.  The  mode  of  their  issue  is  the  result  of  the  experience 
of  the  officers  of  banks  which  do  a large  business  and  are  man- 
aged conservatively.  They  endeavored  to  produce  in  these  certifi- 
cates as  strong  a security  as  the  banks  of  New  York  could  make. 
Then  was  to  be  no  possibility  of  doubt  or  chance  of  difficulty 
in  connection  with  them.  If,  therefore,  such  a system  could  be 
, extended  over  the  whole  country,  it  would  furnish  a currency  as 
stron  f as  the  united  banks  of  the  country  could  make.  It  is  not 
easy  to  conceive  of  a stronger  currency  than  one  issued  under  the 
super .ision  of  Clearing  Houses  to  the  banks  which  are  their  ac- 
crediied  members,  under  restrictions  and  regulations  imposed  by  a 
law  cf  Congress. 

Let  us,  therefore,  inquire  what  are  the  elements  of  strength  in 
these  certificates,  and  from  that  will  appear  what  would  be  the 
strength  of  a currency  issued  in  like  manner. 

Fir:  t.  Clearing  House  certificates  are  based  primarily  on  the 
notes  of  the  customers  of  the  banks,  which  are  the  underlying 
oblige  tions  that  the  banks  take  in  making  a discount.  One  of 
these  notes  represents  the  entire  responsibility  of  the  customer,  and 
it  is  a lien  on  his  stock  in  trade.  Usually  this  is  fortified  also 
by  indorsements  or  a pledge  of  collateral.  The  loans  and  notes 
held  )y  banks,  therefore,  represent  the  business  and  property  of 
the  borrowers  of  the  country,  and  each  should  have  behind  it  a 
large  margin  of  property.  The  safety  of  these  obligations  is 
showr  by  the  good  dividends  declared  by  the  banks  as  the  result 
of  thi'  business  of  lending  and  discounting.  They  represent  the 
active  business  men  and  the  commercial  enterprises  of  the  country. 


FIXED  AND  REDEEMABLE  CURRENCY.  9 

Second.  The  second  element  of  strength  in  these  certificates  is 
that  they  are  issued  to  banks  only,  at  75  per  cent,  of  the  par 
value  of  the  notes  and  other  securities  pledged.  The  collateral 
to  the  certificates  is  thus  strengthened  by  the  equivalent  of  two 
more  names,  the  bank  making  the  pledge  and  the  margin  of  25 
per  cent.  At  this  stage  the  security  may  be  considered  equal  to 
four  name  paper,  each  name  being  strong  and  separate. 

Proposals  that  banks  should  give  security  for  their  issues  have 
been  discussed  for  fifty  years.  The  principle  has  been  the  foun- 
dation of  our  National  banking  currency,  is  an  essential  feature  of 
Clearing  House  certificates,  and  should  be  incorporated  in  w'hat- 
ever  new  currency  system  is  established  hereafter.  M Culloch* 
writes  in  an  interesting  discussion  which  is  closely  ap{>licable  to 
the  present  times : “ Had  this  principle  been  adopted,  the  pre- 

sumption is  that  the  crisis  of  1837-39  would  have  been  obviated 
or  materially  mitigated.” 

Third.  The  payment  of  the  principle  and  interest  of  the  certifi- 
cates is  also  guaranteed  to  the  holder  by  all  the  banks  of  the 
Clearing  House  by  vote  of  their  boards.  The  addition  of  this 
indorsement  gives  to  the  certificates  the  strength  of  the  combined 
capital  of  all  the  associated  banks,  and  adds  to  the  collateral  a 
fifth  name  which  is  stronger  than  all  the  other  four. 

Fourth.  The  extension  of  this  system  over  the  whole  country 
and  its  adaptation  to  the  issue  of  currency  instead  of  certificates, 
is  only  the  development  of  a plan  which  has  been  found  by 
practical  experience  to  be  good.  The  whole  country  would  be 
divided  into  Clearing  House  districts,  and  all  banks  of  each  dis- 
trict should  first  guarantee  their  own  issues,  as  is  done  by  the 

New  York  associated  banks,  and  thereafter  the  issues  of  the 
others.  This  would  pledge  the  banking  capital  of  the  countr>- 
for  the  redemption  of  the  currency  issued  by  the  Clearing 

Houses,  and  thus  place  the  responsibility  therefor  where  it  be- 
longs—that  is,  on  the  capital  which  is  benefited  by  the  issue,  and 
on  the  banks,  whose  business  it  is  to  supervise  the  granting  of 
credits.  The  addition  of  this  last  guarantee  adds  a sixth  name 

to  the  security  of  the  paper  currency  which  would  thus  be 
issued,  and  as  it  is  stronger  than  all  the  other  five,  it  raises 

such  currency  to  a rank  of  credit  which  cannot  be  reached  by 
any  other  means  short  of  a Government  guarantee. 

Fifth.  Notes  issued  by  one  Clearing  House  would  necessarily  be 
accepted  as  good  in  payments  of  debts  through  any  other  and 
thus  the  notes  would  be  maintained  at  par  over  the  whole 
country. 

Such  a system  should  include  the  placing  of  a specified  limit 

* See  his  argument  on  this  subject,  pages  502-3  of  his  fifth  edition  of 
Adam  Smith's  “ Wealth  of  Nations.” 
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to  the  issues  by  each  Clearing  House  in  accordance  with  the 
capitH  and  requirements  of  the  banks  of  its  districts.  The  regu- 
lation of  the  form  of  the  currency  and  of  all  liabilities  in  con- 
nectic  n therewith  should  be  governed  by  an  act  of  Congress. 

Within  the  limits  assigned  by  legislation  there  would  be  full 
scope  for  the  exercise  of  discretion  by  Clearing  Houses.  Ex- 
periei  ce  shows  that  the  wants  of  the  business  community  are 
better  and  safer  guides  than  any  preconceived  ideas  of  what  the 
amou  It  of  issues  should  be.  Banks  are  the  best  judges,  not 

singly  but  collectively,  and  their  tendency  is  always  to  restrict 
credits  and  impose  limits  not  only  on  themselves  but  on  their 

customers.  If  a maximum  limit  of  issues  were  fixed  by  law,  it  is 
certai  i that  the  actual  issues  would  always  be  far  below  it. 

The  advantages  of  a redeemable  currency  are  three-fold. 

Pint,  it  is  expansive.  This  point  has  been  largely  covered  by 
what  has  been  already  said,  and  it  only  remains  to  notice  that 
such  a system  is  so  adaptive,  that  when  once  adjusted  it  would 
respond  to  the  annual  demands  for  currency  at  different  seasons 
in  different  parts  of  the  country,  noiselessly  and  without  friction. 
Mov^e  nents  of  the  crops,  w'hich  now  take  place  with  much  diffi- 
culty, would  be  provided  for  without  disturbance.  The  natural 

opera  ions  of  trade  and  business  would  be  encouraged,  assisted 
and  c eveloped  by  the  most  potent  agent  civilization  has  yet  de- 
vised, which  is  a well  secured  bank  note  circulation. 

But  secondly,  its  advantage  is  chiefly  in  the  retirement  of  the 
notes  when  their  w'ork  is  done.  Fixed  currency  is  never  retired 
excep  by  shipping  it  out  of  the  country,  and  it  is  never  in- 
creased to  meet  a sudden  demand  except  by  shipping  it  back, 
both  Df  which  operations  are  cumbersome  and  expensive,  and  no 
more  intelligent  than  w'e  would  expect  to  find  prevailing  among 
the  tiibes  of  Africa.  To  attempt  to  supply  domestic  needs  by  im- 
portat  ons  of  gold,  and  to  dispose  of  our  surplus  by  shipping  it, 
is  a crude  and  barbarous  device,  and  may  be  likened  to  the 
Chine  e method  of  burning  villages  to  secure  a little  roast  pork, 
which  Charles  Lamb  tells  us  of.  Under  our  pri^sent  system,  the 
impor  ations  and  exportations  of  gold,  which  should  pass  un- 
notice 1,  shake  business  to  its  center  and  become  events  of  Na- 
tional importance.  A redeemable  paper  currency  would  obviate  all 
this  ty  supplying  our  domestic  wants  at  home. 

If  t le  amount  of  fixed  currency  is  maintained  at  a figure  large 
enoug  1 to  enable  it  to  perform  all  special  services  in  the  busy 
season  of  the  year,  then  in  the  dull  season,  usually  the  summer 
montf  s,  it  would  accumulate  in  idleness  at  the  money  centers. 
Watt’s  couplet : 

Satan  finds  some  mischief  still 
For  idle  hands  to  do. 

is  esp ‘cially  applicable  to  idle  currency.  Financial  adventurers  are 
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waiting  for  a plethora  of  money  to  tempt  idle  funds  with 
specious  schemes.  But  an  expansive  currency  is  not  exposed  to 
this  danger.  When  money  is  wanted  under  such  a system,  there 
is  no  lack  of  it ; when  it  is  not  wanted,  it  is  retired  and  there 
is  no  slack.  It  is  the  slack  which  is  the  bane  of  banking.  No 
lack,  no  slack,  is  the  best  description  of  a redeemable  paper  cur- 
rency. 

The  third  benefit  of  a redeemable  paper  currency  is  that  it 
would  be  a preventive  of  money  panics,  and  the  consequent  evils 
of  forced  liquidations  at  frequent  intervals.  A forced  liquidation 
is  incident  to  any  system  which  does  not  admit  of  expansion  in 
case  of  need,  just  as  steam  boilers  are  liable  to  explode  if  they 
have  no  safety  valves.  If  all  the  currency  of  a country  is  fixed 
that  is  metal  or  representative  of  metal,  no  matter  how  much 
there  is  of  it,  even  if  the  amount  is  greater  than  the  dream  of  the 
most  ardent  silver  advocate,  and  if  the  banks  are  conducted  on 
the  principle  of  a reserve  of  a certain  percentage,  a crisis  of 
want  of  confidence  is  liable  to  happen  at  any  time  when  a seri- 
ous calamity  occurs  or  threatens  to  occur.  This  want  of  confi- 
dence shows  itself  in  a demand  from  creditors  for  currency  to 
the  extent  of  their  credit  balances,  w'hich  soon  depletes  the  banks 
of  their  reserves.  A bank  cannot  refuse  to  meet  this  demand  and 
maintain  its  solvency,  for  the  creditors  own  the  cash  in  the  bank. 
They  understand  what  a reserve  means,  and  that  the  man  who 
runs  the  quickest  is  the  surest  to  get  his  money.  On  an  even 
distribution  every  creditor  would  receive  lo  per  cent,  of  his  credit 
balance  in  cash,  but  he  wants  it  all  in  cash.  Hinc  illae  lachry- 
mae ! By  a long  series  of  similar  experiences  the  whole  army 
of  creditors  is  trained  to  run,  and  they  put  their  acquirement 
into  exercise  on  every  reasonable  or  unreasonable  provocation  with 
a unanimity,  precision  and  effectiveness  which  are  worthy  of  a 
better  cause.  The  means  of  self-protection  which  the  banks  have  is 
the  collection  of  loans,  bills  receivable  and  other  debts.  As  a run 
comes  suddenly  the  banks  must  collect  suddenly,  and  debtors  are 


expected  to  pay  promptly.  All  debtors  must  therefore  put  their 

property  up  for  sale  on  a market  bare  of  cash,  sell  it  at  what- 

ever sacrifice  and  liquidate  their  loans.  As  a consequence  prices 
decline  heavily,  many  failures  occur  and  general  distress  follows.  If 
the  currency  of  an  isolated  country  like  ours  is  fixed  and  admits 

of  no  expansion,  and  banks  keep  only  a reserve,  these  seasons  of 

forced  liquidation  must  come  whenever  a financial  calamity  over- 
shadows the  land.  If  they  come  every  few  years  it  is  evident  that 
the  losses  consequent  on  the  sales  at  the  great  declines  and  the 
small  returns  during  the  following  depressions,  would  destroy  the 
profits  of  business,  weaken  the  financial  position  of  the  country 
and  largely  increase  the  chances  of  subsequent  failures. 
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It  is  therefore  of  the  utmost  importance  to  the  solvency  and 
welfare  of  the  community  that  the  banking  system  should  confer 
o 1 the  banks  the  power  to  meet  these  occasions  of  lack  of  con- 
fi  lence  and  carry  the  business  interests  of  the  nation  over  without 
d saster.  Among  the  objects  of  the  currency  system  should  be 
to  reduce  preventable  failures  to  a minimum  and  to  grant  all  needed 
f:  cilities  to  legitimate  business.  Twelve  thousand  failures  are  too 
n any  to  occur  in  one  year  in  our  country,  and  three  to  fiv^e 
y;ars  is  too  short  an  interval  between  money  panics. 

These  ends  can  only  be  accomplished  by  giving  to  banks  the 
pDwer  to  issue  bank  notes  to  the  business  community  according 
to  their  needs,  on  convertible  collateral  whenever  a crisis  or  a 
iiimate  demand  occurs. 

The  report  of  the  Bullion  Committee  of  i8io  of  the  English 
liouse  of  Commons  laid  down  the  principle  that  “an  enlarged 
axommodation  is  the  true  remedy  for  that  occasional  failure  of 
onfidence  to  which  a system  of  paper  credit  is  unavoidably  ex- 
posed.’’ The  truth  of  this  principle  has  been  confirmed  by  every 
rioney  panic  in  the  eighty-three  years  which  have  followed  its 

e nunciation. 

From  the  above  discussion  it  is  concluded  that  our  country 
needs,  first,  a fixed  circulation  of  gold  and  silver  sufficient  for  the 
crdinary  payments  of  its  domestic  and  foreign  exchanges,  and 
s icond,  a redeemable  paper  currency  which  may  expand  and  con- 
t act  with  the  demands  of  trade. 

Theodore  Gilman. 


